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Summary of Key Findings 
 

Finding 1: Million Dollar Payouts Being Generated in the DROP Program 
 
Five individuals have received lump sum payouts of 
over $1 million from the DROP program. Additionally, 
3 city managers would receive $1 million payouts 
when their SPSP 401(k) balances are added to their 
DROP figures.  

“Million Dollar Circle” 
Largest DROP Payments Made 

 
Asst. City Attorney  $1,118,992 
Personnel Director $1,024,144 
Assistant City Manager $1,012,379 
Deputy City Attorney $1,003,111 
Fire Battalion Chief $1,003,071 
 
*Names have been redacted and 
replaced with highest position title held. 
 
**Figures do not include SPSP cash 
balances which would increase 
membership in the Million Dollar Circle to 
include the former Department Director, 
Investment Officer, and a Deputy City 
Attorney. 

 
SPSP is a 401(k) – style defined contribution plan 
offered to City employees in 1981 to cover benefit 
losses when the City opted out of Social Security. 
The program has since been eliminated for new City 
hires because employee retirement benefits have 
increased so much in value that the City no longer 
has to cover the Social Security loss.  
 
The DROP program allows employees to “Double 
Dip” to bank retirement payouts at 8% compound 
interest for five years while continuing to draw a City 
paycheck.  
 
  
Finding 2: $333 Million in DROP Account Values – Reduction of $250 – $350 
Million in Pension Debt If DROP Interest Rate is Reduced 
 

Table 1: DROP Activity Through December 31, 2008 
Source: SDCERS 

Total Accounts: DROP Active and Retired, Funds Left on Account 1774   
Total Deposits: DROP Active and Retired, Funds Left on Account $333,532,359.90   

Drop Active Members DROP Retired Members, Funds Left on Account 

Plan Count Balance 
Avg. 

Balance Plan  Count Balance 
Avg. 

Balance 
Legislature 0 $0.00    Legislature 1 $41,956.03 $41,956.03 
General 576 $59,884,925.37  $103,966.88 General 413 $65,113,080.35 $157,658.79 
Safety Lifeguard 6 $1,578,107.17  $263,017.86 Safety Lifeguard 4 $677,489.20 $169,372.30 
Safety Police 219 $43,066,439.60  $196,650.41 Safety Police 176 $53,412,291.14 $303,478.93 
Safety Fire 152 $39,867,046.65  $262,283.20 Safety Fire 170 $62,074,486.77 $365,144.04 
UPD Safety 5 $683,588.11  $136,717.62 UPD Safety 5 $1,023,956.86 $204,791.37 
UPD General 29 $4,508,577.50  $155,468.19 UPD General 10 $889,254.22 $88,925.42 
APA General 7 $563,024.29  $80,432.04 APA General 1 $148,136.64 $148,136.64 
Total DROP 
Active 994 $150,151,708.69 $151,058.06

Total DROP 
Retired 780 $183,380,651.21 $235,103.40 
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Table 1 displays the values of all active and retired member DROP accounts. The 
average retiree in the DROP program has a balance of $235,103.40. Should the 
pension board reduce the DROP rate to a sustainable 4% rate of return from the current 
7.75%, the City can realize savings from $3 - $4 million for FY 2011. Additionally, the 
City’s unfunded liability (UAL) can be reduced by $250 - $350 million by FY 2012 as a 
result of the DROP interest rate reduction.   
 
 
Finding 3: Six Figure Retirement Allowances 
 
The highest annual allowance was $165,870, paid to a former deputy city manager. 86 
of the top 100 pensions paid in 2008 were for $100,000 or more. This pension payout 
does not include a second pension – called SPSP – where the employee could have 
contributed up to 6% of annual salary while receiving a match from taxpayers. 
Benchmarking this benefit with the S&P 500 reveals an SPSP account worth $484,000 - 
$969,000 upon retirement in 2005.1

 
 
Finding 4: $2 Billion in Pension Debt – 1,475% Increase Since FY 1998 
 
Factoring in recent investment losses, as of January 31, 2009, the City’s pension plan is 
now underfunded by more than $2 billion. This equates to a funded ratio of 66.3%. The 
pension debt (UAL) has increased dramatically over time, as the bar chart below 
displays. Note that the current pension deficit of more than $2 billion represents a 
1,475% increase since 1998. 
 

UAL and Funded Ratio ($ in billions) 
  June 30, 2007 June 30, 3008 December 31, 2008 January 31, 2009
Actuarial Liability $5.598 $5.964 $5.964 $5.964
Actuarial Value of Assets $4.413 $4.663 $4.179 $3.955
Market Value of Assets $4.641 $4.420 $3.482 $3.296
Unfunded Actuarial Liability $1.184 $1.301 $1.785 $2.009
Funded Ratio 78.8% 78.2% 70.1% 66.3%

 
 
 

                                                 
1 See “Finding 5” For additional calculation detail. 
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City of San Diego Pension Debt: Unfunded Actuarial Liability (UAL)
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Accordingly, the “Funded Ratio” of the City’s pension system has also decreased 
significantly over time. 
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The graph below displays the liability created by the City’s pension system since 2000. 
Given the growth of the UAL, even more pressure will be placed on the City’s General 
Fund in the coming years from the pension system.  
 

FY 2000 - 2010, Schedule of Annual Required Contributions and Contributions Made
Source: SDCERS
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As the City’s pension debt increases, so do the required annual payments. These 
increased payments for the pension require increased revenues or offsetting cuts 
elsewhere in the City budget. 
 

Year 
Pension 

Contributions  
(in thousands) 

2000 $33,288
2001 $29,567
2002 $40,862
2003 $58,650
2004 $69,002
2005 $122,089
2006 $271,349
2007 $169,126
2008 $165,581
2009 $161,700
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Finding 5: Earning More in Retirement than During Employment: a Case Study 
 
By applying some simple assumptions regarding annual salary growth, the ability of City 
employees to earn richer retirement benefits than salaries and wages becomes clear. 
The Table below displays a modeling of retirement benefits for a Deputy Library Director 
position, using actual salary data from FY 1982 (chosen because SPSP began in 1981) 
and FY 2009.  
 

Deputy Library Director 
Fiscal Year Wage 

1982 $29,400 
2009 $113,359 

Annual % Change 5.13%
 
In order to model the value of the SPSP benefit, the employee was assumed earn a 
constant salary increase over the course of their career, which comes to 5.13% when 
taking the two “end values” for years 1982 and 2009.  
 
A range of potential SPSP benefit value is provided by using historical S&P 500 data to 
track annual investment returns under a 3% contribution scenario and a 6% contribution 
scenario. The accumulated value range of the employee’s SPSP benefit (depending on 
the contribution of 3 – 6% that taxpayers match) from 1981 – 2008 is equal to 
$291,106.94 - $582,213.87. 
 
On top of the SPSP benefit, the employee would receive an annual pension benefit of 
100.2% of their highest annual salary.2 In this case, 100.2% of $113,359 is equivalent to 
an annual allowance of $113,585.21 if the employee did not enroll in DROP. If the 
employee did enroll in DROP for their last 5 years of work, they would earn 100.2% of 
their 2004 salary ($92,816.15), or an annual allowance of $93,001.78. Note that this 
retirement allowance is adjusted for Cost of Living every year.  
 
Finally, if the employee had enrolled in DROP for their final 5 years of work, they would 
have a DROP Account value of $589,253 after earning 8% annual interest. 
 
 

Summary of Retirement Benefits 
Deputy Library Director Working 27 Years (FY 1982 - FY 2009) 

Highest Annual Salary $113,359  
Annual Pension Payout (No DROP) $113,585.21  
Annual Pension Payout (DROP) $92,816.15  
5 Year, 8% DROP Account Value (Lump Sum) $589,253  
SPSP Investment Balance (3% - 6% Contributions) $291,106 - $582,213 

 
 
 

                                                 
2 Mercer Analysis of General Member Retirement Benefits, assuming an age of hire of 35 and a retirement age of 62 
(27 years of work). 
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MERCER 
 
City of San Diego 
General Members - Summary of Retirement Plan Design Alternatives 

 
 Current 

Plan 
FY 2009 
Labor 
Negotiations 

Reform 
Plan 
(General 
Members) 

Reform 
Plan 
(Mayor, 
Council, 20 
& Senior 
Managers*) 

Defined Benefit Multiplier 
            Age 67  
            Age 65  
            Age 62  
            Age 60  
            Age 55  
Defined Benefit Cap  
Years in Final Average Compensation  
Defined Benefit Member Rate  
Defined Benefit Death and Disability Benefits 

 
2.80% 
2.80% 
2.65% 
2.55% 
2.50% 
90% 
1 
10.07% 
SDCERS 

 
2.60% 
2.60% 
2.24% 
2.00% 
1.00% 
80% 
3 
7.43% 
Revised III 

 
1.50% 
1.21% 
0.89% 
NA 
NA 
80% 
3 
3.78% 
Revised III 

 
0% 
0% 
0% 
0% 
0% 
NA 
NA 
0% 
Revised III 
 

Defined Contribution City Rate  
Defined Contribution Member Rate 

6.05% 
6.05% 

1.25% 
1.25% 

3.00% 
3.00% 

6.00% 
6.00% 
 

Income Replacement Ratio 
Age at Hire for Illustrative Member  
Retire at Age 67  
          Defined Benefit  
          Defined Contribution 
          TOTAL 

 
35 
 
89.6% 
39.9% 
129.5% 

 
35 
 
76.4% 
10.8% 
87.2% 

 
35 
 
45.9% 
25.9% 
71.8% 

 
35 
 
0% 
XX% 
XX% 

Retire at Age 65  
          Defined Benefit  
          Defined Contribution 
          TOTAL 

 
84.0% 
35.0% 
119.0% 

 
74.5% 
9.2% 
83.7% 

 
34.7% 
22.1% 
56.8% 

 
0% 
XX% 
XX% 

Retire at Age 62  
          Defined Benefit  
          Defined Contribution 
          TOTAL 

 
71.6% 
28.6% 
100.2% 

 
57.8% 
  7.2% 
65.0% 

 
23.0% 
17.4% 
40.4% 

 
0% 
XX% 
XX% 

Retire at Age 60  
          Defined Benefit  
          Defined Contribution 
          TOTAL 

 
63.8% 
25.0% 
88.8% 

 
47.8% 
6.2% 
54% 

 
NA 
NA 
NA 

 
NA 
NA 
NA 

Retire at Age 55  
          Defined Benefit  
          Defined Contribution 
          TOTAL 

 
50.0% 
17.0% 
67.0% 

 
19.1% 
4.1% 
23.2% 

 
NA 
NA 
NA 

 
NA 
NA 
NA 

Member Contribution Rates 
          Defined Benefit  
          Defined Contribution 
          TOTAL MEMBER 

 
10.07% 
6.05% 
16.12% 

 
7.43% 
1.25% 
8.68% 

 
3.78% 
3.00% 
6.78% 

 
0% 
6% 
6% 

City Contribution Rates 
          Defined Benefit  
          Defined Contribution 
          TOTAL CITY 

 
10.07% 
6.05% 
16.12% 

 
7.43% 
1.25% 
8.68% 

 
3.78% 
3.00% 
6.78% 

 
0% 
6% 
6% 

Projected Annual Long-Term Savings 
(millions) 
          Defined Benefit City Savings  
          Defined Contribution City Savings  
          Pre-65 LTD Program 

 
 
NA 
NA 
NA 

 
 
$8.5 
$15.4 
(1.1) 

 
 
$XX.X 
$XX.X 
($1.1) 

 
 
$X.X 
$.X 
(-X) 

TOTAL ANNUAL SAVINGS: NA $22.8 $XX.X $X 



 
* Mayor would identify up to 20 senior managers that would be involved in the analysis or 
negotiation of pension benefits.  To eliminate conflicts of interest, those 20 managers would have 
to enroll in the defined contribution pension plan.   




